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Section 6.1 (OSS Decl. Exh. LN-OSS-176). After completing this comprehensive evaluation,
HP concluded that “SATE is adequate to support Qwest CLEC Testing in the State of Arizona,
given the current level of CLEC usage.” 1d, Section I.1. It is also adequate for the rest ofthe
14-stale region because SATE is the samc test cnvironment for the entire region and has been
successfully used by at least ten CLECs on a region-wide basis. OSS Decl. § 720.

5. Efficacy of the documentation used by CLECS 1o build an ED/ interface.
Qwest provides CLECs with assistance in developing an EDI interface by (1) providing CLECs
with a well-documetitcd EDI development process; (2) maintaining a CLEC-specific IMA-EDI
devclopment team; (3) making available detailed interface design specifications and other
documentation; (4) working with CLECs on ED1 dcvclopment through the change management
process; and (5)providing technical assistance and other support. OSS Decl. 1 616-636. As the
Commission concluded in Qwest 111, Qwest’s EDI documentation satisfics the requirements of
Section 271. Qwest 27/ Order 4 144.

As of February 1,2002,31 CLECs had been certified to use Qwest’s EDI and
gone into production. 1d. ¥ 637 and Confidential Exh. LN-OSS-138. One PID, PO-16, is
relevant to the adequacy of Qwest’s documentation. It measures the timeliness of Qwest’s
rclcasc notifications for specified OSS interfaces, including EDI. OSS Decl. 9 638; 14-State PID
5.0 at 24-25 (PO-16). Qwecst has satisfied this PID continually since March, 2002. OSS Decl.

4 638; Minnesota Commercial Performance Results at 98 (PO-16). The results of the Third
Party Test also confirm that Qwest has satisfied this aspect ofthe FCC’s Section 271

requirements. See OSS Decl. 1 640-647. Qwest satisfied all applicable tests related t0 EDI

documentation. Fd.

Decl. § 723
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The extensive nature of Qwest’s EDI documentation, the commercial data
showing successlul implementation of CLEC EDI interfaces, and the results of the Third Party
Test, all demonstrate the “efficacy of Qwest’s EDI documentation” in enabling CLECs to build
an electronic gateway. Qwesr 27/ Order 4 144; App. K 9 442.

6. Technical assistance. As part of its Section 271 analysis, the FCC evaluates
whether the BOC “is adequately assisting competing carriers to understand how to implement
and use all of the OSS functions available to them.” Qwest 277 Order, App. K 9§ 40, quoting
New York 27/ Order, 15 FCC Red at 3999-40009 102.21 Qwest fully satisfies this test.

Qwest offers CLECs an cxtensive array of training and assistance, including
personalized guidance when cstablishing OSS interoperability (i.e., a CLEC-specific
implementation team); access to wholesale wcbsitc information, including a lengthy PCAT;
instructor-led classroom training on multiple OSS-related topics; web-based interactive training;
multiple handbooks; and widely available Help Desk support for trouble-shooting and problem-
solving. OSS Decl. 19 549-593. Qwesl also maintains an cxtensive account establishment and
management team lo assist CLECs in setting up and maintaining their relationship with Qwest.
Id. 4 570 and Exh. CLD-0OSS-126.

Qwest has met or exceeded the benchmark for the PID that is relevant to technical
assistance for the last four months cnding in Novcnibcr. OP-2 evaluates the timeliness with
which Qwest responds to CLEC calls placed to the Wholesale Markets Help Desk. Williams

Decl. 4| 215; 14-State ROC PID 5.0at 26 (OP-2). The Third Party Test also evaluated Qwest’s

52/ We note that the Commission did not separately analyze the adequacy of technical
assistance provided to CLECs in connection with OSS in Qwest III, although it did conclude that
Qwest satisfied all the Section 271 change management criteria. See Qwest 277 Order 9 132 and
App. K at 4 40-42.
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tcchnical assistance and found, with one minor cxccption, that all relevant test criteria were
satisfied. 53/

7. Pattern of compliance with the change managementprocess. As the
Commission concluded in Qwest 111, Qwest has demonsirated a pattern of compliance over time
with its change management procedures. QUwes: 271 Order 49 145-152; App. K 9 42.

Qwest’s pattern of compliance continues to be strong. First, Qwest promptly
implenicntcd every aspect of the rcdcsigned change management plan as soon as it was agreed
upon in the joint CLEC/Qwest redesign proccss. CMP Decl. Sections ITI(B), V(ID) and Exhibit
JMS-CMP-4 (column 2). Most of the key provisions of the redesigned CMP have been in place
for at least 15 months. They include the following aspects of the CMP Framework: Scope,
Meetings, Types of Changes, CLEC and Qwest OSS Interface CR Processing, CLEC Product
and Process CR Processing, OSS Interfacc Release Calendar, Introduction/Change/Retirement of
OSS Interfaces, Prioritization (except for Regulatory and Industry Guideline changes and
packaging), and Escalation and Dispute Resolution. CMP Decl. Y 145.

Second, Qwest has a solid record in meeting its obligations with respect to the
various provisions and process milestones established in the CMP Framework, as discussed
below. Tn Section V(D) of the CMP Declaration and the accompanying Exhibit IMS-CMP-4,
Qwest describes on a section-by-section basis its record of implementation and compliance with

the CMP Framework through Fcbruary 28, 2003. Qwest has compiled an impressive record of

53/ Final Report, Tests 24, 10, 12-B, 12-C, and 12.8;see also OSS Decl. § VIII(A)(3). The
one exception is tesl criterion 24.3-9, which involved the timeliness of Qwest’s responses to
customer calls to its systems help desk. Final Report at 542. Qwest has addressed this issue, but
KPMG concluded it was “unable to determine” Qwecst’s satisfaction of this criterion because
KPMC did not have the opportunity to evaluate the improvements Qwest made by the close of
the test. Final Report at 542. See OSS Decl. 4 595.
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performance since the date o fimplementation (indicated in parentheses) with respect to each of

the key elements of its plan:

® |n processing OSS Intcrface CRs, Qwest has met 99.50%
of its commitments (since November 1, 2001).

e In processing CLEC-initiated product and process CRs,
Qwest has met 98.92% of its commitments (since
November 1,2001).

e In processing Qwest-initiated Level 4 product and process
CRs, Qwest has met 98.63% of its commitments. In
processing Qwest-initiated product and process notification
requirements for Level 1, Level 2, Level 3, and Level 4
changes, Qwest has met 99.61% of its commitments. (Both
since April |, 2002).

e Inintroducing a new graphical user interface (“CUI"),
Qwest has met 100% of the milestones (since November 1,
2001).

e In changing an application-to-application interface, Qwesl
has met 100% o f the milcstones (since November 1,2001)

e In changing a GUI, Qwest has met 100% of the milestones
(since Novembcr [, 2001).

e In retiring an existing graphical user interface, Qwest has
met 100% o fthc milestones (since November 2001).

e In issuing production support planned outage notifications,
Qwest has issued 100% on a timely basis (since February
2002).

e In processing escalations, Qwest has met 98.44% percent of
its commitments (since November 16,2001).

e In issuing OSS interface release notifications, Qwest has
issued 100% on a timely basis (since April 4, 2002).

Qwest also has complied with other provisions of the CMP Framework since they
were implemented, as shown in the CMP Declaration. Section V and Exhibit IMS-CMP-4

Qwecst has populated and maintained its wcbsite with CMP-related documents, as provided by
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the CMP Framework, and has posted and updated its OSS Interface Release Calendar. CMP
Decl. 4 127-129. Qwcst also has met its obligations to (1) track and document the status of
change requests; (2) hold regular CMP mectings; (3) provide meeting materials in advance of the
meetings; and (4) record meeting discussion, action items, and issues. CMP Decl. § 155 and
Exhibit IMS-CMP-4. Qwest also has met its commitment, which became effective January 2,
2002, to provide green highlighting of all changes to its PCAT and, since January 2003, to
provide redlining of such changes (over 1,000 changes since January 2002). Qwest also has met
its commitment to redline all changes to its technical publications (approximately 18 since
January 2002), and to provide CLECs opportunities to comment on changes to these documents.
CMP Decl. % 176. For IMA-EDI releases 10.0 and 11.0, Qwest met every milestone. Id. 9 164.
With respect to the PID applicable to the change management process, PO-16 (measuring
timeliness of release notifications), Qwest met the benchmark for each of the last four months,
ending with January. Id. q 165; Minnesota Commercial Performance Results at 98 (PO-16).
Qwest also has complied with the CMP prioritization procedures. In August
2001, and again in October/November 2001, CLECs and Qwest jointly prioritized CLEC- and
Qwest- initiated CRs for the IMA 10.0release. CMP Decl. 168. In February 2002, they
prioritized CLEC and Qwest initiated CRs and Industry Guideline CRs for the IMA 11.0release.
At that time, there were only 9 outstanding CLEC-initiated CRs. Id. In July 2002, CLECs and
Qwest jointly prioritized CRs for the IMA 12.0release. Id. In December 2002, CLECs and

Qwestjointly prioritized CRs for the IMA 13.0release. /d.
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KPMG evaluated Qwest’s change management process in the Third Party Test,
Test 23. 54/ Of 18 test criteria, KPMG round 11 satisfied and none unsatisfied. and classified the
othcr seven as “unable to determine.” Final Report at 51, 513-32 (Table 23-2: Evaluation
Criteria and Results). Overall, the KPMG results arc positive and support the conclusion that
Qwcst has met all the criteria identified by the FCC as relevant under Section 271.

For the most part, the issues remaining “unable to determine” by KPMG involved
elements of the Qwest changc management plan that are outside what the FCC has required for
Section 271 purposes (i.e. changes to products and proccsscs, postponement procedures,
prioritization of regulatory changes, and the Special Change Request Process (SCRP)). See Final
Report at 526, 531; CMP Decl. 49 109-121. 55/ Because these elements of the CMP Framework
had been agreed upon and implemented shortly before the close of the test, KPMG did not have a
lengthy opportunity to evaluate them. See CMP Decl. Exh. IMS-CMP-4. The Commission
recognized this, but concluded in Qwecst I that Qwest met each ofthe Section 271 change
management criteria, notwithstanding the fact that KPMG was not able to test every aspect ofthe
Qwecest CMP. QOwest 271 Order ¥y 133-1306, 145-152.

CGE&Y, the third party test consultant in Arizona, also reached positive

conclusions with respect to Qwest’s changc managcment plan, as did the ACC Staff. 56/ The

54/  Other KPMG tests are relevant to certain other FCC change management criteria (EDI
documentation, tcchnical assistance, and interface testing) and are discussed above in the
appropriate section and in the OSS Declaration, § VI1I.

55/ The principal exception to this is KPMG’s concern for about Qwest’s procedures for
tracking and issuing systems notifications. See Final Report at 519-20, 523-25. This is not a
concern, however, because Qwest has had improved procedures in place since April 1,2002,and
has established a perfect record of compliance since that time. See also CMP Decl. §9 166-167;
Qwest 271 Order 9| 152.

56/ CMP Decl. 99 122-123, Exh. IMS-CMP-8 (CGE&Y May 1,2002 Report on Qwest CMP
and Redesign Process), and Exh. JIMS-CMP-9 (ACC Staff Supplemental Report on Change
Management (May 7, 2002) 4 86). The ACC Staff recommended that the ACC find that Qwest
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ACC Staff stated that “there is no question. .. that Qwcst has, with extensive assistance by the
CLECs, developed one of the most comprehensive and effective Change Management Processes
in existence in the tclephone industry today  CMP Decl. § 123, quoting ACC Staff

Supplemental Report (May 7, 2002) at 4| 86, CMP Decl Exh.JMS-CMP-9.

V. QWEST’S PRICES FOR UNBUNDLED NETWORK ELEMENTS ARE WITHIN
OR BELOW THE RANGE PRODUCED BY THE FCC’S TELRIC
METHODOLOGY

Qwest’s rates for UNEs and other interconnection offerings in Minnesota comply

with Section 252(d)(1) of the Act and the Commission’s established pricing rules, including
Total Element Long Run Incremental Cost (“TELRIC”). 47 U.S.C. § 252(d)(1); 47 C.F.R.
§ 51.501 etseg. As discussed in the attached Declaration of Jerrold Thompson, Cost-Based
Rates for Unbundled Network Elements and Interconnection, Att. 5, App. A (“Thompson Pricing
Decl.”) the MPUC conducted comprehensive and open cost proceedings, involving a full array
of CLECs, and established rates that are within or below the reasonable TELRIC range. See
Thompson Pricing Decl. 44 6-13. The MPUC completed its most recent UNE pricing
procecding with an order issued on March 24, 2003, approving the rates included in Qwest’s
compliance filing. See In the Maiter of the Commission Review and Investigation of Qwest's
Unbundled Network Elements Prices, Docket Nos. P-421/CT-01-1375 et al. (Pub. Utils. Comm’n
of Minn., issued Mar. 24, 2003) (Att. 5, App. P)

Moreover, the recurring rates for the elements included in UNE-P are well below

the corresponding rates established by the Colorado Public Utilities Commission, even after

meets the FCC requirements for change management, subject to certain data reporting and
verification conditions, to which Qwest has agrecd. ACC Staff Supplemental Report at 9 88-
94; CMP Decl. ¥ 123 and Exh. LN-OSS-I 79 (Qwest’s Comments Regarding CGE&Y’s Final
Report, May 17, 2002).

100



Qwest Communications International Inc.
Minnesota - March 28, 2003

adjusting the Colorado rates to reflect the slightly lower costs in Minnesota using the
Commission’s established “benchmark” analysis. 57/ The benchmarking analysis proceeds as
follows. First, for each major group of rate elements associated with UNE-P, Qwest compared
the existing rates in Minnesota with “Colorado benchmarked rates” - that is, rates produced by
multiplying each corresponding Colorado rare by the cost ratio between Minnesota and Colorado
predicted by the adjusted version of the FCC’s Synthesis Model used in prior Section 271
decisions. 58/ Qwest conducted this analysis for three groups of elements: (1) unbundled loops;
(2) local switching (including the local switch usage and switch port elements); and (3) shared
transport (which includes tandem switching). Each rate clement in Minnesota is below the level
of the corresponding, adjusted Colorado rate. See Thompson Pricing Decl. 949 14-19; see also
Owest 27/ Order 9 280-311 (approving Qwest’s use of identical benchmark analysis to
demonstrate that UNE rates comply with TELRIC). With respect to non-recurring charges
relating to installation of unbundled loops, Qwest’s Minnesota rates are uniformly lower than the

corresponding Colorado rates. 59/ Thompson Pricing Decl. 4 20

57/  The Commission recently confirmed that the rates established by the Colorado Public
Utilities Commission “are consistent with TELRIC principles and meet the requirements of
checklist item two.” Qwest 271 Order ¥ 192;see generally 1d.99 186-227. See also id. 19 322-
347 (affirming that Qwest’srates for interconnection and collocation in Colorado and the other
eight Qwest IIT states comply with checklist item one).

58/  See,e.g., Pennsylvania 271 Order, 16 FCC Red at 17458n.249 (model adjusted to reduce
overhead cost and spread over all elements, to incorporate cost of access usage as well as local
usage into usage-sensttive elements, and to include allowance for wholesale uncollectibles rather
than retail uncollectibles).

59/ Since it is inappropriate to use the Commission’s cost model to adjust non-recurring
chargcs on a state-specific basis, the Commission compares the absolute rate levels of non-
recurring chargcs between the applicant state and the benchmark state without making cost
adjustments. See, e.g., Arkansas/Missouri 271 Order, 16 FCC Red at 20747 4 57 n.159, 20753

171,207559 74.
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V. QWEST WILL PROVIDE INTERLATA SERVICESIN COMPLIANCE WITH
THE REQUIREMENTS OF SECTION 272

Qwest is fully committed to providing all services that are subject to the
requirements of Section 272 through a separate affiliate that complies with the requirements of
that section and the Commission’s rules. Section 272 defines how a BOC, here QC, and any
affiliatc offcring in-region interLATA services must operate once the BOC receives Section 271
authority. The FCC set standards for compliance with Section 272 in the Accounting Safeguards
Order and the Non-Accounting Safeguards Order. Together, these safeguards discourage and
facilitate the detection of improper cost allocation and cross-subsidization between the BOC and
its Section 272 affiliatc. 60/ In addition, these safeguards ensure that the BOC does not
discriminate in favor of'its Scction 272 affiliate. 61/ To satisfy Section 271(d)(3)}(B), the BOC
must present evidence that it is prepared 1o operate under the terms of Section 272 once it is
granted authorization to provide in-region interLATA services. Inessence, the Commission
makes a “predictive judgment” about whether the BOC applicant will comply with Section
272. 62/

In the Owest 27/ Order, the Commission discussed the nature of this predictive
judgment, holding that “our task is to determine whether Qwest’s section 272 affiliate ... will be
complying with this requirement on the date of authorization, and thereafter. In making that

predictive judgment, we arc informed by the past and current actions of [the 272 affiliate],

60/ Non-Accounting Sufeguards Order, | 1 FCC Red at 21914; Accounting Safeguards Order,
11 FCC Red at 17550; Arkansas/Missouri 271 Order, 16 FCC Red at 20,780 122.

61/ Non-Accounting Safeguards Order, 11 FCC Red at 21914 49 15-16; Michigan 271
Order, 12 FCC Rcd at 20725 9 346; Arkansas/Missouri 271 Order. 16 FCC Red at 20,7809 122.

62/ Michigan 27/ Order, 12 FCC Rcd at 20715 ¥ 347 (“Section 271(d)(3)(B) requires the
Commission to make a finding that the BOC applicant will comply with section 272, in essence a
predictive judgment regarding the future behavior of the BOC.”); see also Second Louisiana 271
Order, 3 FCC Rcd at 20785 4 321.
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including. .. measures taken by Qwecst that affect our predictive analysis.” Qwest 271 Order
9 397. The highly complex, fact-intensive analysis required to make such a predictive judgment

is rightfully left to the discrction of an administrative agency. Id. ¥ 397 n.1460.

A. Qwest’s Section 272 Affiliates

This application includes declarations on behalf of both QLDC and QCC, as well
as QC, which demonstrate that Qwest will provide services in compliance with Section 272. 63/
The Commission has already determined that QLDC, Qwest’s current Section 272 affiliate,
complies with Section 272. Qwest 271 Order % 393-418. There are no state-specific issues in a
Section 272 finding; therefore, no new Section 272-related issues are presented by this
application, and the Commission should make the same finding here.

Qwest has another affiliate, QCC, that is currently providing out-of-region
interLATA services. Because of concerns that have arisen regarding QCC’s compliance with
Section 272(b)}(2) in light of QCIT’s inability to certify its financial statements, Qwest will not
designate QCC as an active Section 272 affiliate until its books, records, and accounts reflect the
completion of QCI1’s financial restatcmcnt process. This restatement process includes restating
financials for prior-period results, having QCII’s independent auditor, KPMG LLP, issue an
opinion stating that the restated financial statements are in conformance with generally accepted
accounting principles (“GAAP”), and management’s providing the certification required by the
Sarbanes-Oxley Act of 2002. Once QCC’s hooks, records, and accounts reflect the completion
of that process, there should be no further doubt about QCC’s compliance with Section

272(b)(2). QCC may then be designated as a Section 272 affiliate for providing authorized in-

63/ Declarations of Marie E. Schwartz, Compliance with Section 272 by the BOC (“Schwartr
Decl.”); Judith L. Brunsting, Compliance with Section 272 by Qwest LD Corp. (“Brunsting
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region interLATA services. The evidence presented in this Application establishes that, subject
to completion of the restatement process, QCC will comply with the requirements of Section
272.64/ As demonstrated below, all of the Section 272—related controls upon which the
Coinmission relied in the Qwest 27/ Order are in place for QCC; therefore, the Commission
should conclude that, once its books rcflcct completion o fthe restatement process, QCC will be a
compliant Scction 272 affiliate

Until QCC’sbooks reflect the completion of QCI!'s restatement process, Qwest
will provide interLATA services only through QLDC. Again, the Commission already has

concluded that QLDC will operate in compliance with Section 272.

B. Qwest Will Comply with Each of the Requirements of Section 272

1. QLDC and QCC Are Separate Affiliates as Required by Section
272(a)

The BOC, QC, and its Scction 272 affiliates, QLDC and QCC, satisfy the Section
272(a) requirement that a BOC may not provide in-region interLATA services except through an
affiliate that both is “separate” from the BOC and meets thc requirements of Section 272(b).
QLDC and QCC are separatc affiliates. Brunsting Decl. § 15; Mueller Decl. ¥ 18. QC, QLDC,
and QCC are wholly owned indirect subsidiaries of QCII. None of them own any stock in
another. Brunsting Decl. q 15; Mueller Decl. § 18. The Commission affords BOCs
“considerable flexibility” in how they structure their Section 272 affiliates and allows them to

structure their operations consistent with their own business needs. Qwest 27/ Order Y 399

Decl.”); lerome R. Mueller, Compliance with Section 272 by Qwest Communications
Corporation (“Muellcr Decl.”), Att. 5, App. A.

64/ Qwecst anticipates that, following completion of the restatement process, it will merge
QCC and QLDC, although no final decisions have been made with regard to that process.
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2. QC, QLDC, and QCC Will Comply with the Structural and
Transactional Requirements of Section 272(b)

QLDC and QCC will be operated as independent carriers and will conduct
business with QC on an arm’s-length basis. Accordingly, as explained below, QC, QLDC, and
QCC comply with the five requirements of Scction 272(b).

272¢b)(1): QLDC and QCC will operate independently from QC as required by
Section 272(b)(1). The Commission has interpreted this “operate independently” requirement to
include four restrictions: “(1 ) nojoint ownership of transmission and switching facilities; (2) no
joint ownership ol the land and buildings on which switching and transmission facilities are
located; (3) no provision by the BOC (or other non-section 272 affiliate) of operation,
installation, and maintenance services {(Ol&M) with respect to the section 272 affiliate’s
facilities; and (4) no provision of Ol&M hy the section 272 affiliate with respect to the BOC’s
facilities.” Qwest 271 Order 4 400. QLDC and QCC do not and will not own any domestic
transmission or switching facilities, or the land and buildings where they are located, jointly with
QC. Likewise, QLDC and QCC have not engaged and will not engage in any Ol&M with
respect to facilities owned by QC. Finally, QCC will operate, install, and maintain its own
network, either directly or by contracting with third parties that are not affiliated with QC
QLDC will commence operations as a switchlcss reseller o f the interLATA services of other
authorized carriers, but in the event it ever does acquire transmission or switching facilities, it
will comply with the same restrictions on OI&M. Schwartz Decl. 99 36-39; Brunsting Decl.

19 19-20; Mueller Decl. 49 21-22.

272(b)(2): Any Qwest Section 272 affiliate that provides in-region interLATA

services will maintain hooks, records, and accounts that are separate from QC’s in the manner

prescribed by the Commission, including compliance with generally accepted accounting
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principles (“GAAP”). The Commission found in the Owest 27/ Order that, in making its
Section 272(b)(2) finding, it could rely in large part on “Qwest’s implementation of extensive
controls designed to prevent, detect, and correct any accounting irregularities in the future.”
Owest 271 Order 9 403. The Commission also concluded that Qwest demonstrated that “the
current managemecnt will continue to Lake proactive measures to ensure that all transactions
involving QLDC will be recorded in its books, accounts, and records in accordance with
GAAP.” /d. 4 407.

Under the leadership of Oren Shaffer, who has been Chief Financial Officer of
QClII since July 2002, QCII is committed to accounting for its transactions in accordance with
GAAP and has put into place measures to prevent, detect, and correct accounting irregularities in
the future. 65/ Mr. Shaffer — who served as Chief Financial Officer of Ameritech for six years
and as Chief Financial Officer of Goodyear Tire and Rubber Company before that — devoted
significant time and efTort to the question of QCII’s past practices in accounting for the kinds of
transactions idcntificd in its SEC Form 8-K filed on July 29, 2002. Under his supervision and
that of QCI1’s new Senior Vice President — Accounting and Financial Operations, QCII
completed a two-month proccss of reconciliation involving approximately 4,500 individual
accounts in QCII’s general ledgers (including those of QC and QCC) and established a process
of ongoing monitoring of all balance sheet accounts. Mr. Shaffer also has relied upon the
retention of approximately 20 cxpcricnced consultants in order to ensure the sufficiency of
accounting resources to account for new transactions properly, and the creation ofa new Projects
and Analysis Group responsible for establishing and managing the accuracy of Qwest’s books,

records, and accounts and implementing internal control enhancements. He has overseen the
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centralization of the supervision of accounting functions from business units to the Senior Vice
President, the hiring of a highly qualified Assistant Controller, an increase in staffing in the
technical accounting group, and the consolidation of accounting responsibilities for cash:
accounts receivable, assets, revenues, and othcr functions.

The Commission found in thc OQwest 271 Order that QLDC had shown that it “has
implemented adequate policies and controls that ensure GAAP compliance today and on a going-
forward basis.” Qwest 271 Order 9 406. Nothing in this application can lead to any different
conclusion. As for QCC, all of the same policies and controls are already in place, and the
ongoing QCII restatement process will resolve any question about past transactions that may
affect beginning balances on QCC’s books. QCC will not provide in-region mterLATA services
before that restatement process is complete, KPMC LLP has issued an opinion stating that the
restated financial statements are in confomiance with GAAP, and Qwest management certifies to
the Securities and Exchange Commission that the financial statements and disclosures fully
comply with provisions of the Sccurities Exchange Act and that they fairly present, in all
material respects, the operations and financial condition of QCII. Once QCC’s books, records,
and accounts reflect the completion of that restatement process, there can be no doubt about the
compliance by QCC with Section 272(b)(2).

272¢b)(3): QLDC’sand QCC’s officers, directors, and employees are not and
will not be officers, directors, or employees of QC. In the New York and Texas 271 orders, the
Commission found that a comparison of the BOC’s and the Section 272 affiliate’s officer and
dircctor fists and payrolls was sufficient to show compliance with Section 272(h)(3). New York

271 Order, 15 FCC Red at 4155 9 409; Texas 27/ Order, 15FCC Red at 185519 401. QC,

65/ See Letter from Oren G. Shaffer to Marlene H. Dortch (August 26, 2002), Attachment 5,
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QLDC, and QCC also have implemented extensive controls to govern sharing of services in
order to ensure that the companics operate independently and that confidential information is not
shared between a 272 affiliate and th¢ BOC. There is also a policy prohibiting any loaning of an
employee betweeu QC and a 272 affiliate. Schwartz Decl. 44 48-54; Brunsting Decl. 9 22-23;
Mueller Decl. 9 24-25.

272¢b)(4): QLDC and QCC will not obtain credit under any arrangement that
would permit a creditor to have recourse to the assets of QC. Schwartz Decl. 4 55-58;
Brunsting Decl. 44 24-27; Mueller Decl. 44 26-29.

272(b)(5): Individually QLDC: and QCC will conduct all transactions with QC on
an arm’s-length basis, in accordance with this Commission’s accounting rules, and will reduce
all transactions to writing and make them available for public inspection. Procedures are in place
that are designed to ensure that all transactions between a Section 272 affiliate and QC comply
with the Commission’s affiliate-transaction rules; that they are reduced to writing, certified by an
officer, and made available for public inspection at QC’s headquarters; and that they are
recorded at rates that comply with the Commission’s rules. All goods, services, facilities and
information provided by QC to a 272 affiliate will be made available to other unaffiliated 1XCs
at the same rates, terms and conditions. Schwartz Decl. 49| 59-72; Brunsting Decl. 44 28-38;

Mueller Decl. 9y 30-40

3. QC Will Comply with the Nondiscrimination Safeguards of
Section 272(c)

As required by Section 272(c)¢ 1), QC will not discriminate between a 272
affiliate and any other entity in the provision or procurement of goods, services, facilities, and

infomiation, or in the establishment of standards. Like any other IXC, QLDC and QCC must

Appendix P, Volume 2¢, Tab 10.

- 108 -



Qwest Communications International Inc.
Minnesota — March 28.2003

contact an account representative at QC to obtain goods, services, facilities and information.
Schwarlz Dccl. Y 74. QC has established a Compliance Oversight Team and a rigorous review
process to ensure that it satisfies the requirement to provide services to its Section 272 affiliates
on a nondiscriminatory basis. This process also ensures that all goods, services, facilities and
information provided by QC to QLDC and QCC are reduced to writing, disclosed and made
available to unaffiliated entities, and priced according to the requirements of Section 272(b}(5)
[n addition, QC and its affiliates adhere to a procurement policy that requires selection of
suppliers of products and services without discrimination, based upon the best combination of
total cost, quality, service, and availability. /. 949 73-78,

As required by section 272(c)(2), QC will account for all transactions with either
QLDC or QCC in accordance with the Commission’s cost-allocation and affiliate-transaction
rules. The Joint Cost Audit, annual SEC Form 10-K, and Cost Allocation Manual filings provide
assurances that Qwecst will comply with all required accounting principles. /d.§ 79. An
examination of Qwest’s Section 272 compliance by KPMG LLP conducted in late 2001 found
virtually no substantial errors in QC’s accounting for transactions with QCC. See Schwartz
Decl. Exhibit MES-272-3. The Pew discrepancies found were not competition-affecting. In any
cvent, QC and QCC used the results of KPMG LLP’s report to strengthen the controls that are
designed to prevent similar discrepancies, and a Lollow-up review by KPMG LLP confirmed that
all such discrepancies had been corrected, all supplemental controls had been put into place, and
that the new controls and enhancements “appear[ed] to strengthen the overall control
environment with respect to Section 272 compliance.” See Schwartz Decl. Exh. MES-272-4.

Those strenglhened controls were overlaid onto QLDC as well. As a result, the Commission can
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bc confident that Qwest is ready to comply with the accounting safeguards of Section 272 upon
grant of this application

4. Qwest Will Comply with the Audit Requirements of Section 272(d).

The BOC will obtain and pay for an independent auditor to conduct ajoint
Federal/State audit every two years in accordance with section 272(d) and the Commission’s
rules. Ajoint Federal/State biennial audit oversight team will determine the scope of cach audit.
The auditor will have access to the financial accounts and records of QC, QLDC ,and QCC to
verify that all transactions conducted between them were appropriate under the requirements of
Section 272. The FCC will be given access to the working papers and supporting materials of
the independent auditor, with appropriate protection for proprietary information. Id. 9 81-84.

5. Qwest Will Fulfill All Requests in Accordance with Section 272(e)

Qwecst will comply with the provisions of Section 272(e). QC will not
discriminate In favor of its 272 affiliates with respect to requests for exchange and exchange-
access services. QC”sresponse time for requests for telephone exchange service and exchange
access from unaffiliated entities will be no longer than its response times with respect to itself or
its affiliates, see 47 U.S.C. § 272(c)(1); Non-Accounting Safeguards Order, 11 FCC Red at
22019 9 240, and it will provide goods, services, facilities and information concerning its
provision of exchange access on a nondiscriminatory basis. See 47 U.S.C8272(e}2). QLDC
and QCC will obtain such services from QC under the same tariffed terms and conditions as are
available to unaffiliated IXCs. QC will thus charge QLDC and QCC an amount “no less than the
amount charged to any unaffiliated interexchange carriers for such service,” as required by
Section 272(¢)(3). QC'’s sales representatives will process orders in a nondiscriminatory manner.

To the extent that QC provides goods, facilities, infomation or services to QLDC or QCC, they
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will be provided “at the same rates and on the same terms and conditions,” 47 U.S.C.
§ 272(e)(4), as are made available to all carriers. Schwartz Decl. 49 85-86

QC will maintain, update, and make available data on provisioning telephone
exchange services and exchangc access to either QLDC or QCC. This performance data will be
reported monthly, and the results will be posted on the Internet. 1d. 9 87,

6. Qwest and Its Affiliates Will Comply with the Joint Marketing
Provisions of Section 272(g)

QLDC and QCC will not market or sell QC’s local exchange services except to
the extent that QC permits other entities offcring the same or similar service to do the same. See
47 U.S.C. § 272(g)¢1). QC will not market or sell QLDC’s or QCC’s interLATA service
originating in an in-region state unless and until the FCC has granted Section 271 authority for
that state. See 47 U.S.C. § 272(g)(2). Schwartz Decl. ¥4 88-92; Brunsting Decl. 9 39-45;
Mueller Decl. 4 41-47.

7. QC’s, QLDC’s and QCC’s Education and Training Efforts Will
Ensure Satisfaction of Their Obligations Under Section 272

The Schwartz, Brunsting, and Mueller Declarations describe the ongoing,
comprehensive, and targeted training programs that will ensure that employees of QC, QLDC,
and QCC (as well as other Qwest companies) understand and strictly observe the requirements of
Section 272. Schwartz Decl. 44 93-101; Brunsting Decl. 9 46-50; Mueller Decl. ¥ 48-50.

vl. GRANT OF QWEST’S APPLICATION WILL PROMOTE COMPETITION IN

BOTH THE LOCAL EXCHANGE AND INTEREXCHANGE MARKETS AND
WILL SERVE THE PUBLIC INTEREST

Qwecst has opened the local exchangc markets in Minnesota and has provided

adequate assurances that this market will remain open in the future, making the grant of its

111-



Qwest Communications International Inc
Minnesota — March 28, 2003

application “consistent with the public interest, convenience, and necessity.” 47 U.S.C
§ 27Hd)3NC).

A. Grant of Qwest’s Application is Consistent with Promoting Competition in
Both the Local and Long Distance Markets

In evaluating previous Scction 271 applications, the Commission has emphasized
that “compliance with the competitive checklist is itself a strong indicator that long distance
entry is consistent with the public interest.” New York 271 Order, 15FCC Rcd at 4161 9| 422;
see also Texas 271 Order, 15 FCC Rcd at 18557-58 9 41 6. Indeed, checklist compliance by
definition signals that “barriers to competitive entry in the local market have been removed and
[that] the local exchange market is open to competition.” New York Order, 15 FCC Red at 4162-
639 426. Here, as demonstrated above, Qwest has satisfied the checklist in Minnesota.

CLECs have captured a significant share of the market in Minnesota. See Teitzel
Decl. at notes 46-49 and accompanying charts. Qwest estimates CLEC market share in
Minnesota, as of December 31, 2002 to be between 25.2 and 26.7 percent. 1d Because these
estimates were calculated, in part, using the same methodology used by SBC, they can be
compared to the market shares that existed in Texas, Kansas, and Oklahoma when the FCC
granted SBC’s Section 271 applications for those states. In Minnesota, there has been
significantly greater entry than existed in Oklahoma (estimated at 5.5 to 9.0 percent) and Kansas
(estimated at 9.0to 12.6percent) when SBC’sapplication for those states was filed. See
Kunsas/Oklahoma 271 Order, 16 FCC Red at 624099 4-5. Indeed, CLEC market shares in
Minnesota substantially exceed the market shares that existed in Texas (8.0 percent), see Texas
271 Order, 15FCC Red at 183589 5 & n.7. - even though Minnesota is far less populous than

Texas. See Teitzel Decl. at notes 51-52 and accompanying text.
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The benefits of in-region, interLATA entry by BOCs already have been
established by the experience of BOCs in other states and independent studies continue to
confirm that the benefits to consumers of BOC entry into the long distance market are
substantial. A May 2001 study by the Telecommunications Research Action Center ("TRAC™)
demonstrates that New York consumers will save up to $284million annually on long distance
telephone service as a result of BOC entry into the interLATA market in that state. 66/ TRAC
also has found recently that residential customers could save up to $3 billion annually as a result
of BOC interLATA market entry in the nine states it examined. 67/ There is every reason to
belicve that consumers in Minnesota will experience similar benefits and savings if Qwest is
allowed to offer interLATA long distance services

Permitting Qwest to enter the long distance market would increase customer
choice and competition in the loca/ market as well. Experience has shown that a BOC’s
imminent entry into the long distance markct acts as a catalyst for CLECs to accelerate entry into
local exchange markets. In particular, IXCs faced with the prospect of increased competition for
their core long distance customers accelerate their local entry plans in an effort to retain those
customers through bundled service packages. The data from New York hear this out. CLECs
put their local entry plans into gear only once it became clear that Verizon’s Section 271
application would succeed. In the News Release announcing the Commission report entitled
Local Telephone Competition: Status us of January 31, 2000, released May 21,2001, the
Commission concluded:

66/  See TRAL' Estimates New York Consumers Save Up to $700 Milllion « Year on Local and

Long Distance Culling, Telecommunications Research Action Center, May 8,2001.
http://trac.policy.net/proactivc/newsroon/release.viml?1d=18740.
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CLECs captured 20% of the market in the State of New York — the most of
any state. CLECs reported 2.8 million lines in New York, compared to
1.2 million lines the prior year — an increase of over 130% from the time the

FCC granted Verizon’s long distance application in New York in January
1999 to lanuary 2000.

News Relcasc, Federal Communications Commission Releases Latest Data on Local Telephone
Competition, Federal Communications Commission (released May 21,2001). Meanwhile, in its
most recent report on Local Telephone Competition, released December 9, 2002, the
Commission reported that thc CLEC access line total in New York had grown to over 3.2 million
lines, representing an increase in the CLEC market share to 25 percent. See Federal
Communications Commission, Locul Telephone Competition.: Status as of June 30, 2002
(released Dec. 9, 2002)

Furthermore, data released by the New York State Public Service Commission
reveal that the number of local exchange lines served by CLECs increased by more than 130
percent from 199910 2001 (from 10.7 to 24.0 percent) following the grant of Verizon’s Section
271 application; and, for the first time since the New York PSC began collecting these statistics,
more CLEC access lines were dedicated to residential customers (52 percent) than to business
customers (48 percent). 68/ In total, New York consumers will save an estimated $700 million

annually on long distance and local telephone service. 69/

671  See Marviand Consumers Could Suve Uplo $155 Million a Year in Local and Long

Distance Telephone Costs, Telecommunications Research Action Center, June 18, 2002.
http://trac.policy.net/proactjve/newsroom/release.viml?1d=19200.

08/ See New York State Public Service Commission, Analysis of Local Exchange Service
Competition in New York State Reflecting Company Reported Data and Statistics as of
December 31, 2000 at 3, 4. http://ww.dps.state.ny.us/telecom/telanalvsis.htm.

69/ See TRAC Estimates New York Consumers Save Up io $700 Million a Year on Local and
Long Distance Culling, Telecommunications Research Action Center, May 8, 2001;
http://trac.policy.net/proactive/newsroom/release. vim1?id=18740.
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Similarly impressive statistics have been reported for Texas, where “CLECs have
captured 12% of the market in Texas, gaining 644,980 end-user lines in the 6 months after the
FCC granted SBC’s Section 271 application — an increase of over 60% in customer lines since
June 2000.” See News Release, Federal Communications Commission Releases Latest Dara on
Local Telephone Competition, Federal Communications Commission (released May 21, 2001)
The Commission’s December 9, 2002 report shows a further increase in CLEC market share in
Texasto 16 percent. See Federal Communications Commission, Local Telephone Competition:
Status as of June 30, 2002 (released Dec. 9, 2002). Permitting Qwest to enter the interLATA
market should have a similar effect in Minnesota, enabling customers to obtain expanded

benefits of local competition.

B. Qwest Has Provided Adequate Assurances That the Local Exchange Market
Will Remain Open to Competition After Section 271 Approval

Qwest proposes to implement a comprehensive set of performance measures and
enforcement mechanisms in Minnesota collectively referred to as the “MPAP.” See gererally
Declaration of Mark S. Reynolds, Minnesota Performance Assurance Plan (“Reynolds Decl.”)
The MPAP incorporatcs the key elements of the Qwest Colorado performance assurance plan
previously approved by this Commission, see Qwesi 27/ Order, Y 455, as modified through a
review process involving thc MPUC and CLECSs operating in Minnesota. The MPAP includes
each of the components the Commisston previously has concluded should be incorporated into
an adequate post-entry performance assurance plan. See, e.g., Qwest 271 Order Y 455; New
York 271 Order 9 433.

The MPAP encompasses all the major wholesale services and functions relied
upon for each different CLEC market entry strategy. The performance measurements in the

MPAP cover (1) Electronic Gateway Availability; (2) Preordering; (3) Ordering;
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(4) Provisioning; (5) Maintenance and Repair; (6) Billing; (7) Network Performance; and

(8) Collocation; and (9) Change Management. Reynolds Decl. at 11. Altogether, Qwest will
monitor wholcsale service according to over 600 performance submeasurements and detailed
business rules established by the ROC. See id. The MPAP ensures that the performance results
will bc accurate and reliable by providing for audits hy an independent auditor or by the MPUC
itself. 1d. at 15-16. “The MPAP also provides an opportunity for individual CLECs to engage in
a data reconciliation process in order to resolve perceived data discrepancies. Id. at 16.

Like the SBC-Texas plan and the plans that were endorsed by the Commission in
the Qwest 27/ Order, the MPAP provides for two categories of self-executing payments that are
triggered if the MPAP’s standards arc not met. Tier 1 applies at the individual CLEC level and
provides for compensatory payments to CLECs in the nature of liquidated damages based upon
monthly performance reports. These payments are self-executing, that is, they are made to each
CLEC each month whenever the pertinent standard is not met (for parity measurements by any
amount that is statistically significant), regardiess & whether the CLEC has suffered any
damages resulting from the missed measurement. Tier 2 payments provide additional financial
incentive payments and are made to a designated state fund. Reynolds Decl. at 12-13.

The Commission has required that plans place sufficient BOC local revenues at
risk to ensure that the applicant’s commitment to meeting the performance criteria contained in
the plan is acceptable. Prior plans have varied in thcir design in this respect. The Commission
has held, however, that, where a plan annually places at risk at least 36% of the applicant’s net

retumn as calculated from ARMIS data, 70/ it provides a meaningful and significant incentive to

70/ ARMIS data “represents total operating revenue [from local service] less operating
expenses and operating taxes” and is provided to the FCC on an annual basis. The Commission
has found that a calculation of “net return” bascd upon this data was a “reasonable
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refrain from anticonipetitive behavior. 71" In Minnesota, the MPAP places $100 million
annually at risk, an amount rcprcsenting approximately 40% of Qwest’s 1999 Minnesota net
return bascd on ARMIS data. Reynolds Decl. at 9. In addition, the MPUC may raise the cap or
take other action — including, among othcr things, imposing fines or asking this Commission to
suspend Qwest’s long distance marketing authority - if MPAP payments either reach the cap two
years in a row or reach one-third of the cap in a two consecutive month period. Id. at 10

We note also that the QPAP will not be the only safeguard against backsliding.
The most significant assurance of future compliance beyond the QPAP is the Commission’s
enforcement authority under Section 271(d)(6). See 47 U.S.C. § 271(d)(6). See also Qwesr 271
Order 4 456; New Yurk 27/ Order, 15 FCC Red at 4164-65 9 429. Thus, there is more than

adequate assurance that Qwest’s market will remain open

C. There Are No “Unusual Circumstances” That Would Make Long Distance
Entry Contrary to the Public Interest.

1. Qwest Has Satisfied the Requirements of the Competitive Checklist
and Local Exchange Competition is Thriving in Minnesota.

The Commission has explained that it “may review the local and long distance
markets to ensure that there are not unusual circumstances that would make entry contrary to the
public interest.” Texas 27/ Order, 15 FCC Red at 185589 417. Significantly, however, the
Commission has repeatedly held that “compliance with the competitive checklist is, itself, a
strong indicator that long distance entry is consistent with the public interest.” New York 271

Order Y 422; see also Kansas/Oklahoma 271 Order Y| 268. Thus, the Commission has

approximation of total profits derived from local exchange service.” New York 27/ Order at
4168 (4 436); Texas 271 Order at 18561-62 (4 424).

11/ See Qwest 271 Order 9 455 & n.1655; New York 277 Order at 4167-68 (1 435 & n.1332);
Texas 271 Order at 18561-62 (Y 424 & n.1235); Kansas/Oklahoma 271 Order at 6378-79 (] 274

& n.837).
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“disagree{d] with commentcrs who assert that we must, under our public interest standard,
consider a variety of other factors as evidence that the local market is not yet truly open to
conipctition, despite checklist compliance.” New Jersey 27 Order Y 168 & n.516. The record
here establishes that no “unusual” circumstances exist in Minnesota.

First, the local markct in Minnesota is open and local competition is thriving.
And, as reflected in the experience of the post-relief BOCs in other states, Qwest’s entry into the
long distance market in Minnesota will further promote local competition. Second, mechanisms
arc in place to ensure that the local market will remain open. As discussed above, Qwest has
proposed strict performance standards and a comprehensive performance assurance plan that is
consistent with the criteria established by this Commission in prior Section 271 orders.

Meanwhile, and as discussed above, TELRIC rates for unbundled network
elements arc in place in Minnesota. There is no basis under the “public interest” test of Section
271(d)(3)(C) for imposing an independent requirement that the BOC provide still lower rates in
order to afford CLECs even greater incentives to cnter the market by means of the UNE
platform. We note that, in previous Section 271 proceedings, some CLECs have sought to raise
a “price squccze” argument, relying on the D.C. Circuit’s opinion in Sprint Communicutions Co..
L.P v. FCC,274 F.3d 549 (D.C.Cir. 2002). Accord, WorldCom, Inc. v. FCC, No. 01-1198
(D.C.Cir. Oct. 22, 2002) (“virtually identical™ issue remanded in light of Sprint). Indeed,
precisely such arguments have been raised in the earlier Qwest application proceedings. Here,
however, AT&T and WorldCom specifically conceded before the MPUC that they “could make
moncy in Minnesota with @ UNE-P offering based on the population here and the rates that this
Commission has set,” i.e., comparing “the UNE rates . . . to what the retail rates are,” and

therefore that UNE-P based competition was “economically feasible.” See Appendix K,
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